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PROGRAM ASSI STANCE!
| NTRODUCTI ON

GENERAL DESCRI PTI ON

The distinguishing feature of program assistance is the
manner in which USAID resources are provided. Under this
node, USAI D provides a generalized resource transfer, in
the form of foreign exchange or commpdities, to the

reci pient government. This is in contrast to other types
of assistance in which USAID finances specific inputs,
such as technical assistance, training, equipnent,

vehi cles, capital, construction, etc. (This distinction
parallels the distinction in |law and previ ous USAI D usage
bet ween project and non-project assistance.)

This category of assistance includes two sub-types: sector
program assi stance (SPA), and bal ance of paynments and
budget support (BPB). Whereas these sub-types share sone
conmmon el enents (e.g., resource transfer nechani sns, | ocal
currency requirenments), they differ in focus and
objectives. SPA promotes nedium to |long-termincreases
in production or efficiency in a specific econom c sector
or sectors. Such assistance is directly linked to
specific policy, institutional, or other host country
actions necessary to further agreed-upon devel opnment

obj ectives at the sectoral level. In sone |limted cases
permtted by law, BPB nmay be primarily concerned with
pronoting econom ¢ and political stability by bridging a
public sector budget and/or bal ance of paynents shortfall.
This may be acconpani ed in appropriate cases by policy
reforms al so supported by the program The tinme horizon
for BPB, therefore, may be short-, medium, or long-term
The unique attributes and requirenents of SPA are

hi ghlighted in section 2, and those for BPB support are
contained in section 3. Either one of these sections nust
be read in conjunction with section 4, which describes the
common el enents and requirenments of SPA and BPB support.

DEFI NI TI ONS

CGeneral Program Terns

Super sedes fornmer Handbook 4 of Septenber 1975 as revised and

anended.
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Cash Di sbursenment: Method for rapidly disbursing dollar
assi stance by USAID to a host governnent. One
of the mapjor disbursenent instrunments used in program assi stance.

Commodity Import Program (CIP): Method by which USAID
finances the foreign exchange costs of procuring and
shi pping eligible combpdities on a generalized, sector,
target group, or product basis. It is one of the mgjor
di sbursenent instrunents used in program assi stance.

Conditionality: stipulated requirenents which nust be met
by the recipient of USAID assistance prior to the
di sbursenment of designated funds.

Di sbursenent Tranching: GCenerally preferred form of
provi di ng mediumto-long term program assi stance when
conditions are to be nmet in stages over an extended period
of time. It allows funds to be disbursed periodically in
accordance with progress on pre-established conditions.

Sector: a set of economc activities unified by a conmon
out put narrow enough to have an anal ytical identity and
br oad enough to enconpass significant investnent and
policy issues. |In sector program assistance, this term
can refer to a broad area such as agriculture, industry,
education, health, exports; or, it can refer to a sub-
sector such as agricultural marketing, health care
financing, child survival

USAI D assi stance may address nore than one sector at a
time. Such nultisector assistance is concerned with
econom c policy refornms that directly affect sustainable
devel opnent and beneficiaries in nore than one sector of
the host country at a time. Exanples of nultisector
policy reforns include budget and tax code refornmns,
reductions in trade and exchange rate restrictions,

i nproved nonetary policies, w dening and deepeni ng of
financial markets, privatization, inproved |abor |aws and
policies, inproved |and tenure arrangenents, and enhanced
property rights, including intellectual property rights
and patents, contract and property |law, and business
regul ati ons.
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Separate Dol |l ar Account: Dedicated host country-owned
bank account into which USAID deposits dollars when
provi di ng assi stance through cash di sbursenent procedures.
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Local Currency Terns

Host - Country- Omed Local Currency (HCOLC): Program
assi stance provide a resource transfer fromthe U S.
Governnment to the host governnent. This transfer
increases the inport capacity of the country in general,
and, because the grant is made to the governnent, the
governnment's claimon resources in particular.

It is commpn to separate these two aspects of the
transfer, the foreign exchange and the fiscal, through a
commerci al sale of foreign exchange or commdities. The
proceeds of the foreign exchange or commodity sale, which
represent a claimon donmestic resources, analogous to a
tax receipt, are usually segregated in a separate account,
rat her than being generally available to the host
governnent. These proceeds are then jointly programred by
t he host governnent and USAI D.

Local currency can be "generated" in two ways: First,

t hrough the sale of foreign exchange, CIP compdities, or
PL 480 commodities to the public. Second, in sonme cash
di sbursenents, the banking transaction which effects the
transfer increases the foreign assets of the banking
system and sinul taneously creates a banking system
liability owned by the government. This liability can be
in the form of HCOLC.

In some resource transfers, the assistance is used to neet
foreign currency requirements of the governnment itself
(e.g., repaynent of host country external debt; public
sector CIPs). 1In these cases, the transaction enconpasses
both the foreign exchange and the fiscal aspects of the
resource transfer and there is no further |ocal currency
to be utilized. In such circunstances, it is nevertheless
still possible to create HCOLC t hrough program
"conditionality" that requires the host governnent to "set
asi de" local currency through a deposit into a separate
account fromits own budgetary resources.

Local Currency Special Account: A distinct, dedicated
account into which HCOLC is deposited to prevent

comm ngling. Funds fromthe account are used for purposes
jointly agreed upon by USAID and the host country.
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General Budget Support: One of several end uses for
HCOLC, the term used when HCOLC di sbursenents are made
into a general budgetary account of the host governnent.

Sectoral Budget Support: One of several end uses for
HCOLC; the term used when HCOLC is disbursed into the
account of a specific Mnistry or other host governnent
agency in support of sectoral devel opment objectives.

"Projectized" Local Currency: One of several end uses for
HCOLC, the term used when HCOLC di sbursenents are made in
support of a specific activity or project of the host
country, USAID, or an International Financial Institution.
This end use has special accounting requirenents to
denonstrate how noney was spent.

Trust Funds: \When appropriate and fully justified, HCOLC
is sonetinmes placed "in trust” with USAID to nmanage.
There are both program and operating expense (OE) trust
funds. A trust arrangement nust be formalized with the
host government and recorded in a Trust Fund Agreenent.
The United States Disbursing Oficer (USDO) controls the
deposit of funds into the special trust fund account, and
USAID is ultimately responsi ble for managi ng the actual
uses of funds held in trust. (See Supplenentary
References, Bulletin No. 5 - Local Currency Trust Funds,
for guidance in setting up trust funds with host country
owned | ocal currency.)
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SECTOR PROGRAM ASSI STANCE ( SPA)

DESCRI PTI ON AND OBJECTI VES

Sector program assistance is the provision of generalized
resources to assist host governnments in achieving agreed-
upon sectoral goals and objectives. This type of

assi stance focusses on sector constraints to sustainable
growth and facilitates the inplenmentation of reforns and
other actions to alleviate those constraints and attain
measur abl e devel opnent results. The disbursenent of USAID
resources is always linked to the successful fulfill ment
of conditionality, previously agreed to by USAID and the
host governnment.

Sect or program assi stance recogni zes that policy reforns
have costs as well as benefits and that the costs,

al t hough usually nmuch smaller than the benefits, are
concentrated and i medi ate, while the benefits can be

di ffuse and | onger term Sector assistance enables the
governnment to offset the short-term costs of sectoral
policy reform

Al t hough the centerpiece of sector program assistance is a
generalized resource transfer, through a CIP or cash

di sbursenent, it often includes nore traditional inputs
such as technical assistance and training, when such

el ements are deened essential to achieving the objectives
of the sector reformprogram |In general, sector program
assi stance relies on host governnment agencies for

i npl ement ati on.

Any type of funding may be used for sector program

assi stance (e.g., devel opnent assistance (DA), DFA, ESF,
SEED ACT, FREEDOM Support Act, PL 480 etc.) as authorized
by the underlying | egislation.

CONSI DERATI ONS DURI NG STRATEGI C PLANNI NG AND RESOURCE
ALLOCATI ON EXERCI SES

Sect or Assessnents

This type of assistance represents a mmjor investnment of
USAI D resources in one sector of the host country.
Therefore, the target sector nust be thoroughly anal yzed.
A separate sector assessnent is not necessary if a full
anal ysis was recently conpleted. Simlarly, a separate
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assessnent is not always needed in countries where the
USAI D operating unit has a long history of involvenment in
the sector and adequate data and information exist to
identify significant problens and accurately design the
assi stance activity.

Appropri at eness
Three inportant issues nmust be addressed when considering
this type of assistance.

(a) Relationship to strategy: the operating unit nust have
a clear rationale for choosing the target sector,
denonstrating the inportance of the sector (or sub-sector)
to the overall devel opnent of the host country and to the
strategic plan of the USAI D.

(b) Constraints to growth: the operating unit nust have a
cl ear understanding of the specific problens which inpede
growth or efficiency in the target sector and how t hose
probl ens can best be alleviated. The operating unit nust
deci de whether the constraints critical to progress within
the sector are best addressed through the financing of
specific inputs by USAID, whether it is nore effective to
tie the transfer of USAID resources to the inplenentation
of specific policy reform actions taken by the host
government in the target sector, or whether sone

conbi nati on of the two approaches is nost appropriate.

Policy and institutional refornms can be addressed through
a variety of approaches. Pronpoting a policy dial ogue
agenda is a common approach, as is the use of "conditions
precedent to disbursenment,” when particul ar gover nnent
actions are needed for a successful program

Concom tantly, a well-defined input, such as technical
assi stance, is often an inportant factor for stimulating
reform

An array of factors nust be exam ned in making a decision
on the best assistance node, including: (i) the

macr oeconom ¢, policy and political conditions of the
country; (ii) host country comm tnment and inplenmentation
capacity in the sector; (iii) the level of effort required
to devel op, agree upon and inplenent a policy and
institutional reformagenda; (iv) the level of resources
avai l able; and (v) a determ nation of what is truly needed
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to alleviate constraints and effect reformin the sector
i n question.

(c) Omership of the devel opnent agenda: the operating
unit nust have a clear understanding of the source and
driving force behind the devel opment agenda in a
particul ar sector. The nore the specific objectives of

t he assi stance and the changes needed to reach those
objectives, including difficult and conplex policy
reforms, are identified by the host country entities
responsi ble for inplementing them the nore appropriate is
a generalized resource transfer. Cash di sbursenment
prograns are sonetines criticized because they are seen as
"forced upon" cash-starved governnments; or donor agencies
are accused of "buying policy reform"” This nust not be
the case in choosing sector program assi stance as a
primary assi stance node.

USAI D Managenment Capability

Experi ence has denonstrated that sector program assistance
i's managenent intensive. The activities for which
managers are responsible can be very wide ranging - from
policy dial ogue, to general progranm ng of financi al
resources, to end-use nonitoring of commopdities.

Operating units need to assess the managenent inplications
of inmplenmenting sector program assistance prior to design
to ensure that the appropriate skills and numbers of USAID
personnel are avail abl e.

Coordination with O her Donors

Under st andi ng what ot her donors are doing in the target
sector is essential at the assistance identification
stage, as well as during planning and i nplenentation of
the activity. Operating units nust determ ne whet her

ot her donor activity is consistent with the policy reforns
bei ng supported by USAID and to what extent the results
bei ng sought by the USAID program may be influenced by

ot her donor efforts.

SPECI AL PLANNI NG REQUI REMENTS

Resource Transfer Mechani sns

Early in the planning process, the operating unit nust
choose the type of resource transfer mechanismit intends
to use to deliver the proposed assistance. This choice is
normal |y made between a Commodity Inport Program (CIP) or
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a cash disbursenment. The nmechani sm chosen will, in turn,
i nfluence aspects of the planning process. See section
4.31 for guidelines.

Defini ng | npact

Sector program assi stance shall be used to support
sectoral devel opnment objectives that can ultimtely be
defined in terns of their inpacts on people or househol ds
(e.g., increased incone, production, enploynent; inproved
health care; increased access to education; etc.) or on

t he natural environnent (e.g., preservation of

bi odi versity). The purpose of a sector program assistance
activity shall be described by variables which are
quantitatively or qualitatively neasurable. The keys to
pl anning and justifying sector program assi stance are an
adequat e data base to define and anal yze the proposed
assi stance, the devel opnment of effective conditionality,
and the devel opnment of indicators for neasuring
performance and i npact.

Anal yses
Ri gorous analysis is crucial to a successful sector
program assi stance effort. Planners nust be concerned

with cost/benefit, feasibility, and sustainability
gquestions from six anal ytical perspectives:

(i) social/vulnerability, which assesses the inpact of the
program on affected groups, including those who benefit
and those who m ght be adversely affected, indicating, for
the latter group, what "safety net"” nechanism's) m ght be
needed to mtigate the program s adverse inpact. Affected
groups shall be appropriately disaggregated to the extent
practi cabl e, including disaggregation by gender;

(i) institutional, which frankly exam nes the capacity
within the host governnent and ot her involved

organi zati ons to devel op, agree upon, and inplenent all
aspects of the assistance (including sectoral reform
measures, commodity inmports or cash di sbursenents,
progranm ng and accounting for HCOLC, etc.);

(iii) political, which gauges the will of the governnent
to undertake the proposed reform and the popul ace to
accept the inpact of the reforns; includes assessnment of
political costs, and extent of public information and
debat e;
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(iv) legal, which identifies any |l egal constraints to the
proposed policy or institutional refornms, and assesses the
potential for acconplishing any |egislative changes
required to enact reforns in a tinely manner;

(v) financial, which eval uates whether avail able financing
(l ocal, USAID, other donor) is sufficient to cover the
costs of the reformin ternms of inplenmentation

expendi tures, conpensation for sector adjustnents, and
expenses for any social safety-net nechani snms which m ght
be required;

(vi) econom c, which analyzes the supporting macroeconom c
framewor k, the econom c costs and benefits of the proposed
reforms, and the projected tine frame in which benefits
out wei gh costs.

Pl anners nmust have a cl ear understanding of (i) the
rationale for their design choices, and (ii) any risks
associated with the activity either in terns of

i npl enentati on or sustai nabl e devel opnent i npact.
Moreover, in carrying out the various recomended

anal yses, planners shall, where practicable, identify
ultimate beneficiaries and consult them through survey or
other instrunments in order to properly assess beneficiary
needs and attitudes regarding the contenpl ated assi stance.

Quantifying the USAI D Contri bution

Unli ke input-financing, the anmount of resources required
for a generalized resource transfer are nuch harder to
cal culate. Instead of estimating costs based on a
predeterm ned | evel of effort, the USAID contribution is
based on (i) available resource levels; and (ii) an
under st andi ng of the costs associated with sector policy
reforms and resulting changes in the sector.

I n assessing the costs and benefits of the proposed reform
agenda, consideration nust be given as to how gover nnent
revenues will be affected by inplenenting the proposed
reform program either in terns of reduced income flows or
increased fiscal outlays. Utimtely, the operating unit
must ask what amount of resources will make it possible
and worthwhile for the host country to incur all of the
costs attendant to the reform agenda.

Tradi tional |nputs
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When a proposal for sector program assistance includes
traditional inputs such as technical assistance (TA) or
training, appropriate managenent plans (e.g., financial,
procurenent, nonitoring) shall be prepared to cover these
i nputs. Technical assistance can be an inportant el enent
in successful inplenmentation of sector program assi stance.
At the sanme tinme, excessive requirenments for technica

assi stance, particularly for long-term residential

advi sors, can sonetinmes suggest weaknesses in the design
of the sector program assistance proposal (e.g., that nore
capacity building is necessary for the host country to
assume | eadership of the program that analytical work was
not satisfactorily conpleted, or that the operating unit
is unwilling to assune the risks associated with sector
program assi st ance).

Local Currency Use
Section 4.4 describes requirenments related to | ocal

currency. In sector program assistance, the antici pated
uses of local currency nust assist in attaining the
proposed devel opnent obj ectives, at the sectoral level, in

an identifiable and neasurabl e way.

| rpl ement ati on Pl anni ng

The duration of a sector program assistance activity

ext ends beyond the generalized resource transfer.

| npl enment ati on plans nust be based on tracking progress to
the strategic objective level.

Four types of plans are recomended for inplenenting and
nmonitoring sector program assistance: (i) inplenmentation
pl an, which describes specific acconplishments to be
achi eved at specific tinmes, the tranching of USAID

di sbursenents agai nst program acconpl i shnents, and the

respective roles of USAID and the host governnent; (ii)
performance neasurenent plan, which outlines how the
operating unit will nmonitor conditions to disbursenment and

assess progress toward higher |evel performance

i ndicators, including the anticipated costs of these
investigations; (iii) resource tracking plan, which
descri bes the use and accountability arrangenents agreed
to for the resources made avail able (dollars or
commodities) by the USAID contribution; (iv) |ocal
currency use plan, which details proposed uses, allocation
| evel s, oversight and nonitoring mechanisnms for the | ocal
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currency nade avail able by the sector program assi stance
activity.

Revi ew and Approva

Because of the size of resources normally involved, as
well as the policy inplications of sector program

assi stance, the cogni zant operating bureau may request
informati on on contenpl ated sector program assi stance
activities at the tinme that Strategic Plan or Results
Revi ew and Resource Request docunents are reviewed by
USAI D/ W \Where applicable, this request will be
conmmuni cated to the field operating unit at the tinme
paraneters are established for these docunents.

SPECI AL MANAGEMENT REQUI REMENTS

| npl ement ati on

Because resources are tied to the progressive conpletion
of planned refornms under this type of assistance,

i npl ement ati on actions are expected to be initiated by the
host government, not USAID. Managenent systens need to be
in place between the USAID operating unit and the host
governnment, for: (i) reaching agreenent on specific
performance steps; (ii) recording agreenent on

sati sfaction of conditions precedent, specific programm ng
of local currency, etc.; (iii) managing and accounti ng
for USAID resources; and (iv) collecting and nonitoring
data, and assessing devel opnent i npact.

Reporting

I n general, quarterly reports fromthe recipient
governnment are reconmmended on all aspects of the program
managed by the recipient government (conditionality,
dol l ar tracking, HCOLC deposits, disbursenents and uses,
etc.). It is incunbent upon the operating unit to verify,
at | east annually, the accuracy of host governnent
reports.

Per f or mance Measur enent

Operating units are expected to work coll aboratively with
the host country in planning and neasuring the tangible
results of the USAID assistance. In sector program

assi stance there is an increased reliance on the host
governnment for accurate data and information. Therefore,
the USAID |ine manager nust ensure that host country
institutions are providing adequate information for
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measuri ng and assessing programinpact. (See Series 200,
Chapter 203, Monitoring and Eval uati ng Perfornmance, for
gui delines on nonitoring indicators and assessi ng i npact.)
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BALANCE OF PAYMENTS AND BUDGET (BPB) SUPPORT

AUTHORI TY

Part I, Chapter 4 of the Foreign Assistance Act of 1961
as anmended (FAA), establishes the Econom c¢ Support Fund
(ESF), which may be used anong ot her things for cash or
Cl P assi stance specifically to pronpote econom c or
political stability. Under the statutory authority for
ESF, such assistance shoul d, however, be provided to the
maxi mum extent feasible in a manner consistent with the
devel opnent purposes of Part | of the FAA.

Sections 2 and 3 of the Support for East European
Denocracy (SEED) Act of 1989, (1) define the objectives of
the Act as contributing to the devel opnent of denocratic
institutions, political pluralism and the pronotion of
free market econom c systens, (2) contain an illustrative
list of actions that can be taken to achi eve those

obj ectives, and (3) authorize the use of SEED Act
authorities to conduct assistance activities in any East
Eur opean country simlar to those conducted in Pol and
except for the stabilization program described in section
102 of that Act. Funds for assistance for East and
Central European countries are appropriated under the
heading in the annual foreign assistance appropriations
act -entitled "Assistance for Eastern Europe and the
Baltic States" and are made available to carry out the
provi sions of the Foreign Assistance Act as well as the
SEED Act. Such | anguage is broad enough to enconpass the
ki nds of prograns discussed in this chapter.

Section 498 of the Foreign Assistance Act provides the
basi c authorization for assistance for the former Sovi et
Union. Assistance is authorized to the independent states
of the former Soviet Union for specified activities

i ncludi ng, anong others, neeting urgent humanitarian
needs, creating and devel oping private enterprise and free
mar ket systens, and creating conditions that pronote trade
and investnment. G ven the relative specificity of this
aut horization, it will be harder to justify bal ance of
paynments program assi stance under this authority. Recent
correspondence between the Secretary of State and the
Congress recogni zes the latter's skepticism of using
FREEDOM Support Act funds for this purpose.

DESCRI PTI ON AND OBJECTI VES
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Bal ance of Paynents and Budget (BPB) support provides a
generalized resource transfer to the recipient country.
In limted cases authorized by law, it is designed to
support short- and nediumterm econom c or political
stabilization through measures which address i mmedi ate
gaps in the country's bal ance of paynments or budget.

CONSI DERATI ONS DURI NG STRATEGI C PLANNI NG AND RESOURCE
ALLOCATI ON EXERCI SES

Appropri at eness

This type of assistance can help the recipient country
bridge a public sector budget and/or bal ance of paynents
shortfall which can be mtigated in appropriate cases by
policy reforns adopted through the program The

assi stance provides an i mmedi ate strengthening of the
country's international reserve position.

Filling a bal ance of payments or budget shortfall nakes
best sense when the rationale is political, or when such
shortfalls are tenporary, with policy reformefforts used
to cl ose such gaps over tine where appropriate. 1In this
| atter context, the resource transfer mtigates the
possi bl e short-termdrop in consunption and production
that sometimes occurs as policy reforns are adopted.

Experi ence has shown that bal ance of payments or budget
assi stance on a prolonged basis is not desirable where the
policy and institutional environments of the recipient
country are inadequate to permt reasonably effective use
of the resources. |In such cases, priority must be given
to econom c policy reformand restructuring of the

nati onal econony. Famliarity with the political,
econom ¢ and social conditions of the country is essenti al
in determ ni ng whet her the governnent will be receptive to
the type of conditionality inplicit in policy reform and
econom c restructuring.

USAI D Managenment Capability

BPB support can be managenent intensive if policy reforns
and econom c changes are al so being pursued. This is
particularly true if the assistance is intended to include
a commodity inport conponent, and | ocal currency
programm ng and nonitoring (see 4.3). Operational units
need to assess the managenent inplications of inplenmenting
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BPB support at the resource allocation stage to ensure the
appropriate skills and nunbers of personnel will be
avai l abl e to nanage the effort.

Coordination with O her Donors

Coordi nating the devel opment of a BPB support programwth
other bilateral and multilateral donors is intended to
maxi m ze conplenentarity in prograns and to avoid
conflicting or duplicative efforts by the donor conmmunity.
USAI D-fi nanced assi stance frequently reinforces the

obj ectives of World Bank and/or | M- policy reform prograns
executed with the recipient country for these reasons.

Speci al Pl anni ng Requi renents

Resource Transfer Mechani sns

Early in the planning process, the operational unit nust
choose the type of resource transfer nmechanismit intends
to use to deliver the proposed assistance. This choice is
between a Commodity Inport Program (ClIP) and a cash

di sbursenent. The mechani sm chosen will, in turn,

i nfluence aspects of the planning process. See section
4.31 for guidelines.

Defi ni ng | npact

Al t hough the objectives, conditions, and performance

i ndi cators of BPB support are often at broad levels, it is
expected that those proposals which also focus on policy

reformw |l indicate how the proposed changes w Il inpact
on people in the recipient country. These expected
medium to long-termeffects shall include quantitative or

qualitative indicators which can be nonitored for
eval uati on purposes (see section 3.52 as well as Series
200, Chapter 203, Monitoring and Eval uati ng Perfornmance).

Anal yses

Ri gor ous anal yses are required, particularly when the BPB
support program al so seeks to effect policy reforns and to
engender medium to |long-term econom ¢ change. Mninmally,
the operating unit must: (i) analyze the primary causes
of the econom c problem (e.g., fiscal/nonetary policies,
exchange rates, inflationary pressures, mpjor shifts in
external economc relations, etc.); (ii) assess bal ance of
paynents and public sector fiscal accounts to estimate the
i mpact the proposed assistance will have on the country's
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bal ance of paynents and its net external financing
requirements; (iii) undertake institutional and financi al
managenent anal yses to ensure in-country capability exists
to inplenent all elenents of the assistance; e.g., policy
reform commodity inports, programm ng and accounting for
HCOLC, etc. (These analyses shall be based on the
operating unit's general assessnment of the host country's
accountability environment, which assessnent is required
periodically by USAIDIW and (iv) in the event of using a
CIP (see section 4.32), conduct a current market analysis
to assess the demand and supply for the proposed
commodities, as well as an anal ysis of inplenmentation
practices.

| npl ement ati on

The design of BPB support nust include carefu

i npl ementation planning so as to maxi m ze success and
ensure USAID s ability to neet the accountability

requi renents associated with this type of assistance.
Mnimally, the operating unit nust devel op nechani snms for:
(i) frequent review of conditions and country performnce
where appropriate; (ii) tracking the use of dollars (if a
cash di sbursenent is used), or the allocation of funds and
safe arrival and end use of commodities (if a CIP is
used); and (iii) progranm ng, nonitoring, reporting and
verifying the use of HCOLC. ( See Section 4 for
addi ti onal elenents and requirenents.)

SPECI AL MANAGEMENT REQUI REMENTS

Reporti ng

Periodic reports, usually quarterly, are required on all
aspects of the activity managed by the recipient
governnment (conditionality, dollar or commodity tracking,

HCOLC deposits, disbursenents and uses, etc.). It is
i ncumbent upon the operating unit to verify, at |east
annual ly, the accuracy of host governnent reports. In

some cases, particularly under commodity inport prograns
(CIPs), it mght be necessary for the operating unit to
devel op and nmanage its own system for nonitoring and
reporting on the utilization of funds, commdity tracking,
etc.

Per f ormance Measur enent
Operating units are expected to work coll aboratively with
the host country in planning and nmeasuring the tangible
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results of BPB support. See Series 200, Chapter 203,
Moni toring and Eval uating Performance, for guidelines on
nmonitoring indicators and assessing i npact.
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COMMON ELEMENTS AND REQUI REMENTS

Omership and Sustainability

USAI D experience underlines the inportance of planning
strategically, through appropriate consultation and
consensus building, to gain support for sustainable change
fromrel evant host country constituencies. Building
ownership, fostering inclusiveness and participation,
using flexible and client responsive approaches, and
under st andi ng the inpact and influence of the external
setting are all related to successful sustainable

devel opnent outconmes. A coll aborative design process that
integrates inplementation considerations into policy
content builds participation and increases sustainability.
Col | aborati ve design fosters consensus, and increases
techni cal efficiency.

Conditionality

When t he purpose of the program assistance is policy or
institutional reformand medium to |long-term econom c
change, a performance-based design option is preferred.
Wthin this context, the devel opnent of effective
conditionality is a critical elenment of the planning
process. Conditions can be quantitative or qualitative,
but al ways must be specific and neasurable in order to
provi de cl ear benchmarks for the di sbursement of
resources.

Ensuring Effectiveness

Ef fective conditionality is a function of four elenents:
(i) the quality of conditions, where the performance
criteria are both necessary and sufficient to achieve the
pur pose of the assistance; (ii) the nunber of conditions,
where the desired reformis focussed on a few key points
or criteria; (iii) the phasing of assistance, where
sufficient time is established between tranched

di sbursenents to allow for an assessnent of country
performance agai nst agreed-upon criteria; and (iv) the
degree of comm tnment by the host government to the
proposed reforms, where the USAID activity is supporting
only what the governnment is willing to do.

Descri ption of Conditions

Condi tions shall be docunented by the operating unit,
including the rationale for their selection, their
relationship to the strategic objective supported by the
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assi stance, and the expected effects (short- , nmedium,
and long-term of the proposed refornms on the assistance
envi ronnent. Approved conditionality nust be clearly
stated in the Agreenent signed with the host governnent.

Defining Conditions Increnmentally

When the di sbursement of USAID funds is expected to occur
over nore than one year, planners nmay design conditions
incrementally. In such instances, two ki nds of
conditionality are contenplated: (i) conditions which are
specific, action-oriented and conplete for that period for
whi ch funds are being obligated; and (ii) nore general
conditionality for future year funding which is sufficient
over the life of the assistance to |lead to achi evenent of
measur abl e results. Such an approach allows for further
refinenment of future year actions as experience is gained
i npl ementing the proposed reform As the time approaches
for the obligation of funds for future year refornms, the
next set of conditions nust be transfornmed into specific
actions to be taken over the period for which funds are
bei ng obligated and so stated in the obligating docunment
with the governnent.
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RESOURCE TRANSFER MECHANI SMS

Choosi ng A Resource Transfer Mechani sm

There are two basic ways to transfer resources when using
this type of assistance: (i) comodity inport prograns
(ClPs); or (ii) cash disbursements. When planning a
program assi stance activity, the operating unit shal

sel ect and justify which resource transfer mechanismit
proposes to use. Various factors nust be wei ghed when
maki ng this determ nation, as described bel ow

(a) Foreign Exchange System at what degree of openness
does the foreign exchange regi ne operate? I f the host
country's foreign exchange systemis market determ ned and
sufficiently transparent and accountabl e, the cash

di sbursenent supports that system by all ow ng USAI D
resources to flow through it. On the other hand, a closed
system where the price of foreign exchange is badly

di storted, suggests the use of the nore controlled CIP
mechani sm where practicabl e.

(b) Financial Managenent: what is the recipient
governnment's ability to budget, account for, and control
its own budgetary resources? |f these systens are
seriously flawed, it is incunmbent on USAID to nanage its
assi stance resources outside of host country systens.
These circunmstances suggest a CIP nmechanism since in

al nost all instances, cash disbursenents rely heavily on
the host country's systenms for managi ng assi stance
resources.

(c) Accountability: there are definite nanagenent and
accountability inplications associated with both

mechani sms, which the USAID operating unit nust consider
when nmaking a choice between ClPs and cash di sbursenents.
In general, ClIPs allow for closer tracking of resources;
the cash di sbursenent instrunment, however, does maintain
USAI D nonitoring and audit rights and responsibilities.

(d) Purpose and Tim ng: how effective will each mechani sm

be in achieving the purpose of the assistance in a tinely

manner? For instance, if one of the USAID objectives is

i mmedi at e budgetary support, a cash di sbursenent is

i ndi cated, although a CIP could be capabl e of generating

t he equi val ent | ocal currency resources over a |onger tine
period. |If the major econom c inbal ance being addressed
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is the lack of foreign exchange for use by private
inporters, a private sector CIP is indicated

VWhen Using A Commodity | nport Program (ClP)

(a) Introduction

Under a CIP, the host country allocates the foreign
exchange provided by USAID anpbng its inporters in the
public and private sectors to finance the purchase of
products and equi pnent through regular comercial trade
channel s. Based on public announcenents in the United
States, transactions are conpleted directly between
suppliers (usually Anmerican) and cooperating country
importers. Suppliers are paid with USAID funds after
shi pment, upon presentation of standard, primarily
commerci al docunments. In nost cases, inporters are
required to put up the |ocal currency equivalent in value
to the dollar cost of the transaction. This |ocal
currency is governed by the requirenents set forth in
section 4.4,

USAI D does not normally participate directly in procuring
commodities under a CIP. While there are restrictions on
purchasi ng certain categories of comvpdities (see point c,
bel ow), USAID generally does not determ ne the specific
items to be purchased, nor does it select the suppliers.

(b) Targeting Inporters, Commodities, and End Users

Based on the objectives of the assistance activity,

pl anners are permtted to target particul ar groups of

i nporters (e.g., export-oriented, agricultural,

i ndustrial, etc.), although inporters need not be defined
any nore specifically than belonging to the private or
public sectors. Some CIPs permt both. Except as

| egislation may direct otherw se, USAID generally
encourages the financing of commodity inports by the
private sector.

Pl anners are also pernmtted to target specific types of
commodities or end user groups under a CIP, if it has been
determ ned that these targets will contribute to achieving
the objectives of the assistance activity. A commodity
target can be a narrow range of commodities for one
sector, which is often the case in a sector program

assi stance activity, or a wi de range of goods for several
sectors of the econony. Enphasis can be placed on raw
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material, internmedi ate goods or finished products, or sone
conbi nati on t hereof.

Commdity Eligibility

The entire "USAID Commodity Eligibility Listing" (see
Series 300, Chapter 312), or a portion thereof, is

aut horized for financing under a CIP. 1Ineligible itens
are not authorized for financing unless specifically mde
eligible by the cognizant AA or his/her designee. Wiver
provi sions on commodity eligibility, as established in
Chapter 312, apply. 1In addition, USAID reserves the

ri ght, upon review of a supplier's Application for
Approval of Commodity Eligibility, to decline to finance
any commodity when, in USAID s judgenent, such financing
woul d adversely affect USAID s program objectives or the
foreign policy objectives of the United States.

(d) Procurenment Transactions

Procurenment transactions between suppliers and inporters
are governed by USAID Regulation 1 (22 CFR Section 201), a
copy of which is included in Series 300, Chapter 307. |If
the CIP is for the private sector, the requirenments set
forth in section 201.23 of USAID Regulation 1 apply. In
addition to establishing sound comrercial practices, USAID
Regul ation 1 requires that suppliers maintain
docunment ati on providing evidence that: (i) the funds are
used for intended purposes; and (ii) transactions conform
to other statutory and regulatory requirenents concerning
commodity source and price, use of U S. flag ocean
vessel s, and identification of the commodity as USAI D-

fi nanced.

In the event the CIPis for the public sector, it is
USAID s policy to apply the procurenment procedures in
sections 201.22 of USAID Regulation 1. For additional
details on CIP transactions, see Series 300, Chapter 307.

When Using A Cash Di sbursenent

(a) Planned Uses O Doll ars

I n nost instances, the U S. dollars provided by a cash

di sbursenent are used for inport and/or debt financing.
VWhen used for inport financing, USAID policy allows those
doll ars to be disbursed through any of the foll ow ng
approaches: direct disbursenent; reinbursenment; or an
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auction. Decisions on howto transfer and use the U S.
dol l ars under a cash di sbursenent nust be clearly
docurment ed. Both dollar use and accountability
arrangenents shall be tailored to suit the country's
forei gn exchange and inport reginmes, the integrity of its
accounting system and the political environment, as
described in points (i-iv), below

Under certain instances, cash disbursenents are used to
fulfill a U S. government treaty obligation (e.g., an ally
whi ch affords the United States base or access rights), or
are granted to a devel opi ng country which has |iberalized
policies and institutions based on market-oriented
principles. In these cases, sinplified nonitoring and
accounting procedures are pernmtted (see point iv).

(i) Use of an auction or auction-|ike approach. The
auction approach to disbursing dollars hel ps the recipient
country nove toward open market forces. This option nmakes
sense where substantial |iberalization of foreign exchange
and inport controls is underway or is at a relatively
advanced stage of negotiation. An auction or auction-like
system can be supported if: it permts the segregation of
cash di sbursenent dollars in a separate account and
provides for the trackability of USAID dollars to
identifiable inport transactions; the inplenmenting
authority can ensure USAID dollars are not used for
ineligible items such as mlitary, paramlitary or |uxury
inports; financing of U S. inport transactions approved at
the auction are given first preference over other Free
Worl d transactions.

(ii) Finance inports directly or on a reinbursable
basis. This option is nore attractive than (i) above
where inmports, foreign exchange allocations, and
presumably exchange rates are strictly controlled by
authorities and where substantial |iberalization is not
anticipated. |If this approach is used, then: priority
shall be given to inports fromthe U.S.; dollar financing
is restricted to itenms normally found eligible under USAID
regul ati ons, and as approved by the operating unit; and if
appropriate, inport approval and verification processes
shall include a price-checking arrangenent to assure that
U.S. funds are not being used to effect capital flight
t hr ough overi nvoi ci ng.
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(i1ii) Debt servicing. In certain instances, it is
perm ssible to use cash di sbursenment dollars to effect
debt service paynments. This is normally desirable where
the recipient country's debt service is a significant
barrier to growth and devel opment, or where institutional
arrangenents preclude the traceabl e use of doll ar
di sbursenents to inport transactions. Debt financing is
particularly justifiable when such servicing will have a
significant effect on | everaging additional flows of
devel opnent resources. Debt service paynents nay be made
directly to international financial institutions (IFIs)
bypassi ng the need for a separate dollar account.

As a matter of policy, it is not appropriate to use cash
di sbursenent dollars to service categories of debt which
are perceived as non-devel opnental in character
Therefore, debt servicing is subject to the foll ow ng

pr ovi si ons:

-- USAID dollars shall not be used to service |oans or
credits that originally financed mlitary inports,
unl ess determ ned otherw se by |egislation or the
Adm ni strator;

- - servicing current or recently contracted debt rel ated
to the purchase of non-mlitary itenms legally
prohi bited from USAI D fi nancing (e.g., abortion
equi pnent) is precluded;

-- debt servicing nmust be consistent with the agreed
restructuring arrangenments and paynents schedul i ng of
the Paris and London Cl ubs, where applicable, and
debt owed to the U S. Governnent (exclusive of
foreign mlitary sales) shall have first priority;

-- it is permssible to use cash di sbursenment dollars to
service debt owed to nultilateral devel opnment banks
and the I M-, subject to prior concurrence of the
appropriate regional AA;

-- all other categories of debt financing contenpl ated
by the USAID operating unit shall be approved on an
exceptional case-by-case basis by the cognizant AA in
consultation with PPC
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(iv) Relatively advanced ESF-recipient countries. In
the case of relatively advanced ESF-recipient countries,
USAI D shall avoid any accountability procedures which
woul d have the effect of reinposing foreign exchange or
inport controls. Sinplified accountability and nonitoring
are also appropriate in those countries where USAI D has no
devel opnent presence. Procedures are to be determ ned on
a case-by-case basis, permtting the segregation and
tracking of dollars in the nost sinplified manner
possi bl e.

(b) Separate Accounts

Pursuant to |l aw, and unless specifically exenpted from
this requirenment, all cash disbursenents of dollars made
in connection with program assi stance nust be deposited
into a separate account opened by the recipient country
for this purpose. The nunber of the separate account, the
name of the bank, and the nanme of the owner of the account
must be supplied to MFM as early as possible prior to

di sbursenment. Pursuant to | aw, cash disbursement dollars
cannot be comm ngled with other host country funds in the
separate account fromthe nmonment of deposit to the point
of agreed-upon use.

A request to be exenpted fromthe separate account

requi renment nust first be approved by the cogni zant
operating bureau, and then submtted to Congress through
the notification procedures of the Appropriations
Committees. The main criterion for considering an
exenption shall be the degree to which the separate
account requirenment interferes with the host country's
forei gn exchange all ocation system

(c) Dollar Tracking

Legi slation requires that the use of funds deposited in

t he separate dollar account be trackable. In carrying out
this requirenent, the operating unit nust: specify and
docunent how the cash di sbursement is to be used (per
section a, above); include the approved dollar uses as a
provi sion in the governnent-to-government Agreement or in
associ ated i nplenentation letters; provide in such
Agreement appropriate audit and redeposit provisions so as
to protect the Agency; and devel op sufficient procedures
for ensuring the cash di sbursenent is used only for
approved purposes.
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(d) Interest Earned on Special Dollar Account

USAI D policy requires that interest earned on dollars in
t he separate account be avoided in specific ways or
returned to the U S. Treasury (see Suppl enental Reference
"Cash Transfers and Interest Earnings," dated 8/1/94,
State 205189).

(e) Congressional Notifications (CNs) (See Suppl enentary
Reference on CNs in Series 200, Chapter 202, Managing for
Resul ts: Achi evi ng)

USAID is required by legislation to submt a Congressional
Notification at |east fifteen (15) days prior to the
obligation of any cash disbursenent assistance. The CN
must: (i) describe the planned uses of dollar

di sbursenents; discuss the U S. interests that will be
served by the assistance; and (iii) as appropriate,
descri be the economc policy reforms that will be pronoted

by the assi stance.
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Ot her Cases

Fromtime to time, USAID has the flexibility to choose
anot her type of mechanismfor the generalized resource
transfer, such as a housing guarantee loan. |In those

i nstances, this choice nust be fully justified and
submtted to the standards for guaranties, as well as the
requirenents in this section.

LOCAL CURRENCY REQUI REMENTS

Host Country-Omed Local Currency (HCOLC)

When a generalized resource transfer results in a tangible
fl ow (generation) of local currency to the host

governnment, or when the assistance agreenent requires the
host governnent to set aside |ocal currency, that | ocal
currency is considered to be owned by the host country
(HCOLC) and it nust be deposited into a separate account.

I n those instances, the HCOLC nust be programred jointly
with USAID and in a manner consistent with applicable
forei gn assi stance appropriations |egislation (see section
3.1).

VWhere permtted by host country |aw or regul ation, |ocal
currency separate accounts shall be interest bearing, and
interest earned shall be simlarly programred jointly with
USAI D.

Al'l transactions with the country's private sector (e.g.,
private sector inmports under a CIP) nmust result in a

tangi ble flow of |ocal currency resources back to the host
governnment, and be treated as described above.

Local currency need not be "generated" or deposited in a
separate account when the transactions under the activity
do not result in a tangible flow of local currency to the
host governnent. This occurs, for exanple, when dollars
are used to service external public sector debt or when
commodities are inported by, and for the use of, the
reci pi ent government. In these instances, operating units
still have the option to require the host government to
set aside an agreed-upon anmpbunt of local currency as a
condition of the assistance. |If operating units choose
this option, they nust ensure that the budgetary resources
are available to be set aside, or the governnment may be
forced to reduce inportant expenditures, increase taxes or
borrow ng, and/or print noney.
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Approved Uses of HCOLC

The four options for programm ng HCOLC are: (i) investing
directly in developnentally sound activities; (ii)
supporting particular sectors of the government's budget;
(ii1) funding the governnment's deficit or reducing the
governnment's donestic debt; and (iv) funding

adm ni strative costs of the U S. government. The first
option includes discrete activities contained in the host
country budget, activities inplenmented by non-governnent
organi zations (NGOs), as well as the host governnment's
contribution to USAI D, other donor, or international
financial institution (IFl) activities.

HCOLC | npl enent ati on Requirenents

(a) Accountability: Current |egislation requires that
USAI D carry increased responsibility for the
accountability of |ocal currency "generated" by a USAI D
financed activity. Wen using such |ocal currency
generations, USAID shall ensure that: (i) HCOLC is
deposited and di sbursed in the agreed-upon manner; (i)

| ocal currencies are used for intended purposes once they
are di sbursed fromthe special account; and (iii) the

i npact of the HCOLC-financed prograns is eval uated.

(b) Monitoring: Monitoring and verification requirenments
increase as | ocal currency is programed for nore specific
uses. For exanple, programm ng HCOLC for individual

devel opnent activities will require nore operating unit
noni toring than programm ng |ocal currency for general
budget support. The operating unit has the option to
suppl enment its nmonitoring resources by contracting for
techni cal assistance with program funds.

(c) Audits: Operating units nust ensure that recipient
governnment audits of separate accounts are performed at

| east once a year. These recipient audits are to be

reci pient-contracted, USAID-contracted, or performed by

t he host governnent suprene audit institution (SAl). Such
audits shall include a funds accountability statenment
covering the program and the organi zati on as a whol e,
internal controls, and a review of conpliance with the
terns of the agreenment, with separate opinions provided
for each elenment of the audit. Local currency associ ated
with a given programis the preferable source of funding
for such audits.
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DOCUMENTATI ON REQUI REMENTS

Al'l of the key el enents of program assistance (e.g.
conditionality, resource tracking, HCOLC progranm ng and
accountability, etc.) nust be docunented. The operating
unit nmust docunent the rationale for selecting this type
of assistance and choosing the resource transfer mechani sm
it intends to use.

OBLI GATI ON OF RESOURCES

The standard provisions for program assi stance agreenents
wi || depend on whether a CIP or cash disbursenent is being
used. (See Series 300, Acquisition and Assistance
Agreenents, for the appropriate agreenent formt.)

I n instances where HCOLC i s nmade avail able, the program
assi stance agreenent nust specify the total amount of
dol l ars which will "generate"” |ocal currency, the exchange
rate that will be used to express that anount in | ocal
currency, and provisions to change the HCOLC anount in the
event there are major fluctuations in the host governnment
exchange rate. The USAID exchange rate policy can be
found in Suppl enental References, 87 State 1860822. The
agreenent shall also stipulate when the |ocal currency
deposits will be made during the life of the assistance
activity.

A separate agreenent, follow ng the standard provisions
used in bilateral field activities, is required when
traditional inputs are used in combination with a
generalized resource transfer, as is frequently the case
i n sector program assistance activities. (See Series 300
for the appropriate format.)

SUPPLEMENTARY REFERENCES

See USAID Policy Paper: Approaches to the Policy Dial ogue,
Decenber 1982 (PN-AAM 431).

"The Rol e of Resource Transfers in U S. Econom c
Assi stance," dated 7/9/82, State 189715.

"ESF Cash Transfer Assistance - Anmplified Policy
Gui dance,"” dated 10/20/87, State 325792.
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"USAI D Exchange Rate Policy Guidance,"” dated 6/17/87,
State 1860822.

Fi nanci al Managenent Gui dance on Dol | ar Separate Accounts
for ESF Cash Transfers and ESF-, DA-, and DFA-funded NPA
Cash Di sbursenents, dated June 1990, State 194322.

Policy Determ nation #18, dated 7/31/91, Local Currency
( PN- AAV- 467) .

USAI D' s Suppl enmental Gui dance on Programm ng and Managi ng
Host Country-Omed Local Currency, dated 6/21/91, State
204855.

FM C, Menorandum dated 7/30/91, Part Il, Bulletin No.5 -
Local Currency Trust Funds -72FT800 (Host Country Owned
Funds) .

Handbook 19, Financial Managenent for financial procedures
related to ClPs and Cash Transfers: Chapters 1F;, 2H; 6C
and 6E; 8A and 8B; 10K and 10N.

"Cash Transfers and Interest Earnings," dated 8/1/94,
State 205189.
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LAC/ DPP: BBur ke(e-nni | )date_9/ 7/ 95
AA/ LPA: VYoung_no obj . date_9/5/95

M FM PPC: RLevi ne_no obj . date_9/5/95
M MPI / OD: BBur nett (draft)date_8/29/95
M OP/ POL: JLewi s(draft)date_8/28/95
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